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26 CFR Ch. I (4–1–01 Edition)§ 1.381(c)(21)–1

§ 1.381(c)(21)–1 Pre-1954 adjustments
resulting from change in method of
accounting.

(a) Carryover requirement. Section
381(c)(21) provides that, in a trans-
action to which section 381(a) applies,
an acquiring corporation shall take
into account the net amount of any ad-
justments described in section 481(b)(4)
(relating to adjustments arising from
changes in accounting methods initi-
ated by the taxpayer attributable to
pre-1954 Code years) of the distributor
or transferor corporation to the extent
that such net amount of such adjust-
ments has not been taken into account
in any taxable year, including a short
taxable year, by the distributor or
transferor corporation. The acquiring
corporation shall take into account in
each taxable year beginning with the
taxable year ending after the date of
distribution or transfer the net amount
of such adjustments in the same man-
ner and at the same time as such net
amount would have been taken into ac-
count by the distributor or transferor
corporation. Thus, the amount of any
such adjustment which the acquiring
corporation shall take into account in
each taxable year shall be the same
amount that would have been taken
into account in each taxable year by
the distributor or transferor corpora-
tion.

(b) This section may be illustrated by
the following example:

Example. On January 1, 1960, X Corpora-
tion, a calendar year taxpayer, voluntarily
changed its method of accounting giving rise
to a $50,000 adjustment under section 481(a),
of which $20,000 is attributable to pre-1954
Code years. Under section 481(b)(4) the $20,000
adjustment is to be spread over 1960 and the
following 9 years at the rate of $2,000 each
year. On November 1, 1963, all the assets of X
Corporation are acquired by Y Corporation
in a transaction to which section 381(a) ap-
plies. Y Corporation reports its income on a
fiscal year ending June 30. X and Y Corpora-
tions must take into account the $20,000 ad-
justment at the rate of $2,000 in each taxable
year in the following time and manner:

X Corporation

Calendar years 1960–62 ($2,000×3) $6,000
Short taxable year ending Nov. 1,

1963 ($2,000×1) ............................. 2,000 $8,000

Y Corporation
Fiscal years ending:

June 30, 1964 ($2,000×1) .......... 2,000

X Corporation
June 30, 1965–69 ($2,000×5) .... 10,000 12,000

20,000

(c) Successive transactions to which sec-
tion 381(a) applies. The provisions of
this section shall apply in the case of
successive transactions to which sec-
tion 381(a) applies. Thus, if R Corpora-
tion, which was taking into account
adjustments described in section
481(b)(4), distributes or transfers its as-
sets to S Corporation in a transaction
to which section 381(a) applies, and S
Corporation was required to take into
account any remaining portion of such
adjustments under section 381(c)(21)
and this section, and if subsequently S
Corporation distributes or transfers its
assets to T Corporation in a trans-
action to which section 381(a) applies,
then T Corporation, under section
381(c)(21) and this section, shall take
into account any remaining portion of
such adjustments not previously taken
into account by R and S Corporations.

(d) Acquiring corporation not receiving
all the assets. The adjustments de-
scribed in this section acquired from a
distributor or transferor corporation
by an acquiring corporation in a trans-
action to which section 381(a) applies is
not reduced by reason of the fact that
the acquiring corporation does not ac-
quire 100 percent of the assets of the
distributor or transferor corporation.

[T.D. 6553, 26 FR 2171, Mar. 15, 1961]

§ 1.381(c)(22)–1 Successor life insur-
ance company.

(a) Carryover requirement. If in a tax-
able year beginning after December 31,
1957, a distributor or transferor cor-
poration which is a life insurance com-
pany (as defined in section 801(a)) is ac-
quired by a corporation which is a life
insurance company (as defined in sec-
tion 801(a)), in a transaction to which
section 381(a) applies, section 381(c)(22)
provides that the acquiring corporation
shall take into account the appropriate
items which the distributor or trans-
feror corporation was required to take
into account for purposes of part I, sub-
chapter L, chapter 1 of the Code. Fur-
thermore, except as otherwise provided
by this section, the acquiring corpora-
tion shall take into account the items
described in paragraphs (2) through
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